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President’s Report to Stockholders 

W E submit for your consideration the consolidated annual Balance Sheet and 
Summary of the Consolidated Income and Surplus for the year 1938; also 
comparative income statements for the five years beginning with 1934. 

The consolidated net earnings from operations for 1938 are substantially larger 
than they were in 1937. In 1938, in spite of the keen, aggressive competition we had to 
meet in our cereal field, our merchandising problems were much simpler than they were 
in 1937. Throughout the year the price level of oats and com fluctuated very much less. 
We had no difficulty in getting the quantity of grain we needed to keep our mills in 
operation. We were not forced to pay the high premiums for our Cedar Rapids and 
St. Joseph grain requirements which were necessary in 1937 and to which we referred 
in last year’s report. This helped us from a profit margin standpoint as well as a com¬ 
petitive standpoint. During the year the adjustments of our selling prices due to the 
market fluctuations in other materials which must be carried in inventory to protect 
our mill operations were less serious than in 1937. As we have often stated in the past, 
there are items that enter into our year’s operation that we cannot control which some 
years help us from an earning standpoint, and some years work against us; 1938 was a 
favorable year in this respect. 

The insured Retirement Plan for employees and officers presented by my letter 
of September 23, 1938, to the Common Stockholders was unanimously approved at the 
special stockholders’ meeting on October 21, at which 84% of all common stock out¬ 
standing was represented. The hearty acceptance of the Plan by the employees is shown 
by the participation of 98% of all eligible employees. 

Before December 31, 1938, annuities were purchased covering service prior to 
September 1, 1938, for all retired employees who were receiving pensions on Septem¬ 
ber 1, 1938, and all other employees who under the Plan were then eligible to retire or 
became eligible by December 31, 1938. This involved an expense of $2,591,617.90. 
After applying the federal income tax effect of $427,616.95, the balance, $2,164,000.95, 
was charged to Surplus because of the unusual character of the expense. 

For some years we have carried a reserve of $1,221,693.83 against possible tax 
claims. As there appears to be no further liability on account of these claims, Reserves 
for Insurance and other Contingencies were reduced and Surplus increased by the 
above amount. 

After the foregoing charge and credit and the usual minor adjustments of reserves, 
and dividends of $5,271,858.00, the Surplus balance shows a decrease of $196,640.28 
for the year. 

Our total 1938 volume for all territories, measured in sales units, is ahead of 1937. 
Our competition continues to be very active and aggressive in all territories, par¬ 
ticularly in the United States. 

Again I want to express our appreciation and thanks to the fine, loyal Quaker men 
and women who do the work and carry the load; together we are fighting to protect 
and build the business of our Company. 

We need and want the co-operation of our stockholders. You can help. Use our 
products. Have your grocer carry them; if he tells you he cannot get them, please let 
me know. 

JOHN STUART 

President 


Chicago, February 17, 1939. 







The Quaker 0&ls (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

Consolidated Balance Sheet December 31, 1938 
Compared with 1937 


ASSETS 


December 31, 1938 

CURRENT ASSETS: 

Cash on hand and in banks.$ 3,904,063.25 

Accounts Receivable (less reserves) .... 3,723,238.87 

*Inventories of Grain, Materials, Prod¬ 
ucts and Supplies. 9,145,647.88 

*Government Securities. 16,180,476.85 

*State, County, and Municipal Securities 180,000.00 

$33,133,426.85 

OTHER RECEIVABLES AND INVESTMENTS: 

Stock Purchase and other indebtedness 

of Employees.$ 83,063.10 

*Company’s Capital Stock (for employ¬ 
ees) . 383,466.45 

Investments in and advances to partially 

owned subsidiaries . 

Miscellaneous Investments. 


58,211.25 

22,334.54 

547,075.34 


December 31, 1937 

$ 4,408,998.60 
3,888,174.17 

11,985,555.47 

12,796,067.50 

550,000.00 

$33,628,795.74 


$ 93,350.08 

330,069.17 

91,613.72 

49,406.75 

$ 564,439.72 


DEFERRED CHARGES: 

Insurance and other prepaid expenses . .$ 315,834.07 $ 400,771.27 

LAND, BUILDINGS, MACHINERY, 

AND EQUIPMENT.$31,076,183.70 

Less Depreciation Reserve. 14,118,983.76 

$16,957,199.94 

TRADE MARKS, TRADE RIGHTS, 

PATENTS AND GOODWILL.$10,286,902.16 


$30,284,369.60 

13,446,369.77 

$16,837,999.83 


$10,325,902.16 
$61,240,438.36 $61,757,908.72 


At cost or market, whichever is lower. 

Foreign net current assets are stated in United States dollars at the dollar 
cost of such assets, or at market rates, if lower. Minority interest in foreign 
subsidiaries, amounting to less than $4,000.00, is included in Accounts Payable. 


The Company’s contingent liability at December 31, 1938, with respect to 
foreign drafts discounted and open letters of credit, was $45,810.21 and at 
December 31, 1937, was $50,300.86. 


























The Quaker Oats Company 

(Incorporated in New Jersey) 

And Subsidiary Companies 

Consolidated Balance Sheet December 31, 1938 
Compared with 1937 

LIABILITIES 

December 31, 1938 

CURRENT LIABILITIES: 

Accounts Payable. . $ 1,095,209.02 

Accrued Liabilities (taxes, wages and 

other compensation, advertising, etc.) 3,715,332.40 
Obligations of foreign subsidiaries under 

loan agreements . 69,381.06 

Dividends declared, payable after De¬ 
cember 31 . 270,000.00 

$ 5,149,922.48 


APPROPRIATED SURPLUS—RESERVES: 


For Inventory Shrinkage 

$ 2,250,000.00 

$ 2,250,000.00 

For Advertising . 

2,050,000.00 

2,050,000.00 

For Insurance and Other Contingencies 1,642,043.35 

2,760,820.28 

CAPITAL STOCK: 

Preferred, 6% Cumulative, 

$ 5,942,043.35 

$ 7,060,820.28 

shares of $100.00 each. 

Authorized 250,000 shares 
Issued 180,000 shares 

$18,000,000.00 

$18,000,000.00 

Common, no par value. 

Authorized 800,000 shares 
Issued 702,000 shares 

. 15,210,000.00 

15,210,000.00 

SURPLUS: 

$33,210,000.00 

$33,210,000.00 

Balance, December 31. 

.$16,938,472.53 

$17,135,112.81 


$61,240,438.36 

$61,757,908.72 


December 31, 1937 

$ 933,120.32 

3,026,680.31 

122,175.00 

270,000.00 
$ 4,351,975.63 


On October 21, 1938. the stockholders approved a plan for retirement annui¬ 
ties for employees and officers in the United States and Canada. The Com¬ 
pany hopes and expects, but does not guarantee, to make payments aggre¬ 
gating approximately $8,000,000.00 for the purchase of annuities in respect 
of service prior to September 1. 1938, the effective date of the plan. During 
the year 1938, the Company made payments of $2,591,617.90 toward the 
purchase of Past Service Retirement Annuities. Though the Company has 
no legal obligation to make the further contemplated payments aggregating 
approximately $5,400,000.00, such payments may be made in the discretion 
of the Board of Directors. 


























The Quaker 0*ls (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

Summary of Consolidated Income and Surplus 

For the Year Ended December 31, 1938 


Year Ended 
December 31, 1938 


Consolidated earnings from operations, before depreciation $ 8,343,470.40 
Depreciation 954,727.15 

Consolidated net earnings from operations $ 7,388,743.25 

Interest and dividends received 129,307.91 


Net income, before federal and foreign income and profits 
taxes 

* Federal and foreign income and profits taxes 
Net income for the year, before adjustments 


$ 7,518,051.16 
1,280,645.24 
$ 6,237,405.92 


Adjustment of depreciation charges for prior years, 
less related adjustments ( credit ) 


Adjustment to market of securities and foreign net 
current assets ( credit) 

Net income 


_77,964.18 

$ 6,159,441.74 


Surplus at beginning of the year 
Gross surplus 
Surplus charges: 


17,135,112.81 

$23,294,554.55 


Amortization of trade marks and goodwill (subsidiaries) 39,000.00 

*Past Service Retirement Annuities 2,164,000.95 


Surplus reserves—net increase {decrease) 

Dividends: Preferred Stock 
Common Stock 

Total dividends 
Surplus at end of the year 


1,118,776.93 

1,074,540.00 

4,197,318.00 

$ 5,271,858.00 
$16,938,472.53 


*The expense of retirement annuities purchased within the year in respect 
of Past Service, less the related income tax effect, is shown as a direct charge 
against Surplus. For purposes of comparison with prior years, the provision 
for income and profits taxes for 1938 is stated before giving effect to the 
expense of past service annuities; the tax effect, amounting to $427,616.95, 
has been deducted from the related Surplus charge. 

















The Quaker Oafs (pmpany 

(Incorporated in New Jersey) 

And Subsidiary Companies 

Summary of Consolidated Income and Surplus 
For Previous Years 


Year Ended 

Year Ended 

December 31, 1937 

December 31, 1936 

$ 5,619,793.91 

$ 7,910,153.00 

952,887.96 

1,104,168.26 

$ 4,666,905.95 

$ 6,805,984.74 

131,126.97 

214,980.57 

$ 4,798,032.92 

$ 7,020,965.31 

630,986.32 

1,287,009.29 

$ 4,167,046.60 

$ 5,733,956.02 

94 , 558 - 5 ° 

52,083.60 

62,028.28 

$ 4,209,521.50 

$ 5,671,927.74 

17,593,525.05 

17,228,093.30 

$21,803,046.55 

$22,900,021.04 

51,619.75 

44,065.99 

37,177.99 

1,074,483.00 

1,074,447.00 

3,497,765.00 

4,194,871.00 

$ 4,572,248.00 

$ 5,269,318.00 

$17,135,112.81 

$17,593,525.05 


Year Ended 
December 31,1935 

Year Ended 
December 31,1934 

$ 6,032,519.56 

$ 6,988,689.59 

1,070,109.73 

1,073,752.46 

$ 4,962,409.83 

$ 5,914,937.13 

258,502.76 

396,704.20 

$ 5,220,912.59 

$ 6,311,641.33 

668,411.26 

832,685.51 

$ 4,552,501.33 

$ 5,478,955.82 

481 , 872,22 


60 , 614,76 

599,650-33 

$ 5,094,988.31 

$ 6,078,606.15 

17,449,678.71 

17,666,287.51 

$22,544,667.02 

$23,744,893.66 


44,964.72 

1,023,808.45 

1,074,291.00 

1,074,088.50 

4,197,318.00 

4,197,318.00 

$ 5,271,609.00 

$ 5,271,406.50 

$17,228,093.30 

$17,449,678.71 












































ACCOUNTANTS’ CERTIFICATE 


The Quaker Oats Company: 

We have made an examination of the consolidated 
balance sheet of The Quaker Oats Company and sub¬ 
sidiary companies as of December 31, 1938, and of the 
related summary of consolidated income and surplus for 
the year 1938. In connection therewith, we made a review 
of the accounting methods and examined or tested 
accounting records of the companies and other supporting 
evidence, in a manner and to the extent which we con¬ 
sidered appropriate in view of the systems of internal 
accounting control. As to inventories, the records were 
examined, the related procedure was reviewed, and the 
prices and computations were tested; the scope of the 
examination did not include physical tests of quantities 
which were certified to us by officials responsible therefor. 
Examinations of subsidiary companies, controlling less 
than six per cent of the consolidated net assets, have not 
been completed. 

In our opinion, based upon such examination, the 
accompanying consolidated balance sheet and related 
summary of consolidated income and surplus fairly 
present, in accordance with accepted principles of ac¬ 
counting consistently followed by the companies, their 
financial condition at December 31, 1938 and the results 
of their operations for the year ended that date. 

(Signed) HASKINS & SELLS 
Certified Public Accountants 

Chicago, February 11, 1939. 
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